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ABSTRACT 
Financial stability is very crucial for every financial institutions as it will bring public 
trust and confidence in the whole system and at the same time contribute for a healthy 
and well-functioning economy of a country. Hence, financial institutions including 
banks need to maintain their financial soundness and stability as they play an important 
role in the economy. Thus, this study was conducted to examine the influence of bank­ 
specific variables and macroeconomic factors such as Liquidity Ratio (LIQR), 
Profitability (PROFIT), Asset Quality Ratio (AQR), Capital Ratio (CAP), Gross 
Domestic Product (GDP), Inflation Rate (INF), Unemployment Rate (UNR), and Money 
Supply (M2) on the Financial Stability of Islamic banks and Conventional banks in 
Malaysia. By using E-Views 8 software, the data obtained from the year 2009 until 2017 
then is evaluated and interpreted. The Multiple Regression Analysis was conducted in 
order to examine the factors that influencing the financial stability of the banks in 
Malaysia. The findings from this study revealed that only two variables were found to be 
significant with the financial stability of Islamic banks which are CAP and GDP. While 
there are six variables were found to be significant with the financial stability of 
Conventional banks which are PROFIT, AQR, CAP, GDP, INF and UNR. From these 
results, it was proved that Islamic banks are able to withstand from economy crisis as 
INF, UNR and M2 were found not significant with financial stability of Islamic banks. 
Meanwhile, conventional banks are highly affected with economy crisis since GDP, INF 
and UNR were found to be significant with its financial stability. 
Keyword: financial stability, Islamic banks, conventional banks, Z-score 
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ABSTRAK 
Kestabilan kewangan adalah amat penting untuk semua institusi kewangan kerana ia 
memberikan kepercayaan dan keyakinan orang awam untuk seluruh sistem dan pada 
masa yang sama mampu menyumbangkan kepada ekonomi negara yang sihat dan 
berfungsi dengan baik. Oleh itu, institusi kewangan termasuk bank-bank harus 
mengekalkan kekukuhan kewangan dan kestabilan kerana mereka memainkan peranan 
yang penting dalam ekonomi. Dengan itu, kajian ini telah dijalankan untuk memeriksa 
pengaruh faktor dalaman bank dan faktor makroekonomi seperti nisbah kecairan, 
keuntungan, nisbah kualiti asset, nisbah modal, KDNK, inflasi, kadar pengangguran, dan 
bekalan wang terhadap kestabilan kewangan bank-bank Islam dan bank-bank 
konvensional di Malaysia. Dengan menggunakan perisian E-Views 8, data telah 
diperoleh dari tahun 2009 ke 2017 dan tel ah dinilai dan ditafsirkan. Analisa Regresi 
Pelbagai telah dikendalikan untuk memeriksa faktor-faktor yang mempengaruhi 
kestabilan kewangan bank-bank di Malaysia. Hasil kajian ini ialah; hanya dua 
pembolehubah ditemui signifikan terhadap kestabilan kewangan bank-bank Islam di 
Malaysia iaitu nisbah modal dan KDNK. Manakala, terdapat enam pembolehubah 
ditemui signifikan terhadap kestabilan wang bank-bank konvensional iaitu keuntungan, 
kualiti asset, modal, KDNK, inflasi dan kadar pengangguran. Hasil kajian ini dapat 
membuktikan bahawa bank-bank Islam dapat menahan daripada krisis ekonomi kerana 
inflasi, kadar pengangguran dan bekalan wang didapati tidak signifikan terhadap 
kstabilan kewangan bank-bank Islam. Manakala, bank-bank konvensional sangat 
terkesan dengan krisis ekonomi kerana KDNK, inflasi dan kadar pengangguran didapati 
signifikan dengan kestabilan kewangan di bank-bank konvensional. 
Kata kunci: kestabilan kewangan, bank-bank Islam, bank-bank konvensional, Z-skor 
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This study is focusing on relationship between internal and external factors with the 
financial stability of Islamic and conventional banks in Malaysia. In this chapter, 
background of study and the problem statement will be discussed. The research 
questions, research objectives, contribution and limitation of the study will be discussed. 
Background of the study will be covered in Section 1.1, the issue of the study will be 
covered in Section 1.2, and the research questions and research objectives will be 
covered in Section 1.3 and Section 1.4, respectively. 
1.1 Background of the Study 
Financial stability can be defined as obtaining the public trust and confidence in 
financial institutions, infrastructure, market and the system as a whole. It is very crucial 
in order to have a healthy and better economy (Ullah, Saddozai, Hussain, & Rehman, 
2017). Bank Negara Malaysia (BNM) also describes financial stability plays a vital part 
in the economy since every financial institutions need facilitate a proficient circulation 
of the financial funds between savers and borrowers. By achieving this, banks are able to 
gain consumers' confidence and contributes towards economic growth and development 
(Bank Negara Malaysia, 2019). 
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Z-score of Islamic banks in Malaysia 
No. Bank 2009 2010 2011 2012 2013 2014 2015 2016 2017 Average 
(%) (%) (%) (%) (%) (%) (%) (%) (%) 
I Affin 52.64 49.41 39.61 48.43 49.40 52.44 61.66 65.45 75.52 54.95 
Islamic 
2 Al Rajhi 84.09 75.77 76.10 62.84 65.18 60.97 61.68 54.17 53.16 66.00 
Bank 
3 Alliance 23.34 20.23 16.90 19.75 19.21 18.70 15.87 18.13 19.00 19.01 
Islamic 
4 Arn 28.32 24.77 21.44 22.42 20.35 20.59 18.76 21.19 24.36 22.47 
Islamic 
5 BIMB 29.90 45.13 47.34 45.11 42.34 44.26 43.94 42.76 46.50 43.03 
6 BMMB 54.14 51.77 49.03 45.79 50.01 57.11 53.76 57.62 58.98 53.13 
7 CIMB 25.20 30.52 37.24 38.23 44.98 51.28 53.00 50.55 45.97 41.89 
Islamic 
8 HSBC 60.81 45.61 33.67 33.67 32.25 31.99 29.67 36.49 35.59 37.80 
Aman ah 
9 Hong 44.57 45.30 39.02 29.30 34.73 39.26 39.12 39.06 39.30 38.85 
Leong 
Islamic 
10 KFH 9.34 8.45 1.35 9.15 9.29 8.88 7.26 7.00 8.73 7.72 
11 MBSB 25.33 25.62 31.12 26.43 26.38 27.93 31.02 32.37 32.78 28.78 
12 Maybank 55.65 55.16 41.31 37.IO 38.30 39.26 39.13 37.02 34.25 41.91 
Islamic 
13 OCBC 13.50 21.26 18.00 21.25 19.08 18.08 21.40 23.47 26.76 20.31 
Al- 
Amin 
14 Public 18.34 20.89 19.58 21.00 20.00 18.43 17.10 18.95 19.16 19.27 
Islamic 
15 RHB 139.63 131.24 102.87 115.66 121.72 109.30 99.13 106.66 104.05 114.47 
lslamic 





Z-score of Conventional banks in Malaysia 
No. Bank 2009 2010 2011 2012 2013 2014 2015 2016 2017 Average 
(%) (%) (%) (%) (%) (%) (%) (%) (%) 
1 Affin 51.05 48.40 44.97 48.58 47.63 53.25 55.90 55.90 72.27 53.42 
Bank 
2 Alliance 42.19 46.12 47.21 49.54 48.57 48.57 48.46 50.10 57.47 48.39 
Bank 
3 Am bank 18.58 21 . 16 22.19 26.01 28.46 30.10 32.30 32.75 33.51 27.23 
4 BNP n.a. n.a. n.a. 30.19 30.78 25.52 24.84 24.11 28.33 27.29 
Paribas 
5 Bangkok 73.38 62.90 79.50 67.85 63.18 59.94 71 . 1 1  75.33 101.86 72.78 
Bank 
6 Bank Of 68.23 65.34 70.94 49.82 34.28 43.96 49.43 44.80 41.96 52.08 
America 
7 Bank Of 153.3 116.32 94.49 67.46 38.56 74.09 93.83 94.52 75.80 89.83 
China 8 
8 CIMB 57.93 56.71 55.58 53.32 52.65 57.03 57.86 57.86 61.64 56.90 
Bank 
9 CitiBank 53.26 61.46 57.77 70.72 71.47 73.14 73.71 67.81 81.35 67.85 
10 Deutsche 24.38 26.45 26.41 30.33 28.78 37.73 28.55 33.76 43.87 31.14 
Bank 
1 1  HSBC 55.54 54.92 49.32 65.07 63.68 66.46 68.69 80.04 97.53 66.81 
Bank 
12 Hong 10925 1 15 . 19 78.30 112.08 118.14 125.71 126.83 168.19 169.29 124.77 
Leong Bank 
13 India Itnl n.a. n.a. n.a. 189.79 150.19 149.70 152.81 148.69 159.23 158.40 
Bank 





15 J.PMorgan 81.35 58.25 29.62 39.33 41.12 35.79 27.14 34.07 48.90 43.95 
Chase Bank 
16 Maybank 24.3\ 30.96 24.21 32.53 26.00 25.97 27.07 28.77 29.54 27.71 
17 Mizuho n.a. n.a n.a. n.a 44.03 47.89 46.59 38.72 61.82 47.81 
Bank 




19 Public 34.09 41.79 42.88 46.67 46.81 52.23 59.55 60.97 60.63 49.51 
Bank 
20 RHB 36.62 38.32 38.36 33.95 36.75 35.96 36.77 43.41 47.55 38.63 
Bank 
21 Stand Chart 13.74 14.86 17.47 18.79 18.64 19.67 20.78 24.35 27.27 19.51 
Bank 
22 Sumitomo n.a. n.a. n.a, 64.01 74.67 54.63 26.27 37.53 26.99 47.35 
Mitsui 
Bank 
23 The Bank 37.72 43.95 39.85 n.a, 47.32 50.92 54.69 73.75 73.75 56.77 
Of Nova 
Scotia 
24 UOB 110.70 108.43 92.56 94.36 95.04 103.04 110.83 115.00 124.00 106.00 
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APPENDIX III 
Diagnostic Test for Islamic banks in Malaysia 
White test for Heteroscedasticity 
Heteroskedasticily Test: WMe 
F-statistic 
Obs•R-squared 
Scaled explained SS 
Auto-Correlation test 
0.889708 Prob. F(38,82) 
35. 32438 Prob. Chi-Square(38) 




Breusch-Godfrey Serial Correlation LM Test: 
F-statistic 
Obs•R-squared 
Panel Data Test 
114.7985 Prob. F(2,110) 
81.80649 Prob. Chi-Square(2) 
0.0000 
0.0000 
Redundant Fixed Effects Tests 
Equation: Untitled 














Correlated Random Effects - Hausman Test 
Equation: Untitled 
Test cross-section random effects 
Test Summary 
Chi-Sq. 
Statistic Ch�Sq. d.f. Prob. 
Cross-section random 13.704328 8 
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0.0898 
Multiple Regression Analysis for Islamic banks in Malaysia 
Dependent Variable: Z_ SCORE 
Method: Panel EGLS (Cross-section weights) 
Date: 02/27/19 Time: 14:56 
Sample: 1 9 
Periods included: 9 
Cross-sections included: 15 
Total panel (unbalanced) observations: 121 
linear estimation after one-step weighting matrix 
WMe cross-section standard errors & covariance ( d. f. corrected) 
Variable Coefficient Std. Error t-stansuc Prob. 
c 4.292476 3.310366 1.296677 0.1978 
LIOR -0.012506 0.015250 -0.820076 0.4142 
PROFIT 0.389828 0.462387 0.843077 0.4012 
AQR -0.082224 0.080075 -1.026837 0.3070 
CAP 5.288492 0.240530 21.98682 0.0000 
GDP -0.083319 0.033557 -2.482957 0.0147 
INF -0.023515 0.019865 -1.183730 0.2394 
UNR -0.473443 0.603585 -0.784385 0.4347 
M2 -0.031118 0.031676 -0.982371 0.3283 
Effects Specification 










Sum squared resid 
0.991465 Mean dependent var 
0. 989549 S. D. dependent var 
3.605427 Sum squared resid 
517.4820 Durbin-Watson stat 
0.000000 
Unweighted Statistics 
0.979815 Mean dependent var 










Diagnostic Test for Conventional banks in Malaysia 
White test for Heteroskedasticity 
Heteroskedasticity Test: WMe 
F-statistic 
Obs'Rssquared 
Scaled explained SS 
0.554635 Prob. F(38, 116) 
23.83202 Prob. Chi-Square(38) 






Heteroskedasticity Test: Breusch-Pagan-Godfrey 
F-statistic 17.93158 Prob. F(9, 145) 0.0000 
Obs•R-squared 81.64440 Prob. Chi-Square(9) 0.0000 
Scaled explained SS 144.3620 Prob. Chi-Square(9) 0.0000 
-. 
Panel Data Test 
.- 
Redundant Fixed Effects Tests 
Equation: Untitled 
Test cross-section fixed effects 
Effects Test Statistic d.f. Prob. 
Cross-section F 160.369416 (18, 128) 0.0000 
Cross-section Chi-square 489.695839 18 0.0000 
Correlated Random Effects - Hausman Test 
Equation: Untitled 











Multiple Regression Analysis for Conventional banks in Malaysia 
Dependent Variable: Z _ SCORE 
Method: Panel EGLS (Cross-section weights) 
Date: 02127/19 Time: 14:59 
Sample: 1 9  
Periods included: 9 
Cross-sections included: 19 
Total panel (unbalanced) observations: 155 
Linear estimation after one-step weighting matrix 
Whrte cross-section standard errors & covariance ( d. f. corrected) 
WARNING: estimated coefficient covariance matrix is of reduced rank 
Variable Coefficient Std. Error !-Statistic Prob. 
c -4.270016 3.391625 -1.258988 0.2103 
LIQR 0.000676 0.004614 0.146465 0.8838 
PROFIT -1.715080 0.995116 -1.723498 0.0872 
AQR -0.882113 0.258737 -3.409307 0.0009 
CAP 4.145983 0.209165 19.82158 0.0000 
GDP 0.238155 0.061834 3.851555 0.0002 
INF 0.077927 0.023056 3.379857 0.0010 
UNR 3.288552 0.941445 3.493090 0.0007 
M2 0.018161 0.060241 0.301477 0.7635 
Effects Specification 
Cross-section fixed (dummy variables} 
r Weighted Statistics 
R-squared 0.994627 Mean dependent var 99.20631 
Adjusted R-squared 0.993535 S.D. dependent var 97.32994 
S. E. of regression 5.544990 Sum squared resid 3935.604 
F-statistic 911.2884 Durbin-Watson stat 1.067774 
Prob(F-statistic} 0.000000 
Unweighted Statistics 
R-squared 0.964707 Mean dependent var 56.64047 
Sum squared resid 5476.141 Durbin-Watson stat 0.956153 
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